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How Would You Make Health Care Work for All Americans?

You can be part of an historic discussion taking place
right now across America— where citizens like your-
self get to tell the policymakers in Washington what
you like and don’t like about our nation’s health care
system, and what tough choices our country should
make to turn it into one that works for all Americans.

Under a new federal law, the public involvement
that we hope you will be part of must be followed
promptly with Congressional hearings and action on
what you and other Americans want the health care
system to be.

And you should take part:

* Because as a citizen, you care about your health
and that of your family, friends, neighbors, and
community.

* Because as a consumer, you care about having ac-
cess to affordable care that’s high quality.

* Because as a taxpayer, you care about keeping the
cost of care under control, and you want it deliv-
ered as efficiently and as waste-free as possible.

In 2003, Congress passed a law saying that “In or-
der to improve the health care system, the American
public must engage in an informed national public
debate to make choices about the services they want
covered, what health care coverage they want, and
how they are willing to pay for coverage.” To make
this happen, Congress created a Citizens’ Health Care
Working Group —a group of 14 citizens from di-
verse backgrounds across the nation—to develop a
plan of action that will result in new laws and strate-
gies seeking to create Health Care That Works for All
Americans.

This report is designed to be a resource you can use
in the discussion about the future of health care in
America. It’s a complicated story, but here’s the
bottom line:

We have serious problems to address:

* Sharply rising costs—We re spending more on
health care than ever and more than most other in-
dustrialized countries, and we will spend even more
in the future.

e Shortcomings in the quality of care we receive—
The care that many Americans get is neither the
right care nor the best care.

* People who don’t have access to care—Health
care services are not available to everyone, and
millions of Americans can’t afford to pay for
health care services even when they are available,
and these problems are getting worse.

The Working Group is giving you the opportunity
to tell America’s leaders what works—and what
doesn’t—based on your experiences and what you
think should be done about it. Sharing your thoughts
and ideas with us will give you a chance to provide
input on a national issue that affects not only your
life, but the lives, health, and financial well-being
of your family and loved ones, and ultimately, all
of America. You can have a say in helping Ameri-
ca’s leaders develop new laws that will improve our
health care system.

We want your input. We need to know about your con-
cerns. We also need your ideas about where to go from
here.

These are just some of the questions that we
would like you to answer. We’ll be formulating
others as we grapple with issues and possible
solutions.

* What concerns you most about the health care
system in America today?

* What health care benefits and services should be
provided?

* How should health care be delivered?

* How should it be paid for?

* What have you seen in America’s health care sys-
tem that works well?

* What trade-offs should the American public be
willing to make in either benefits or financing to
ensure access to affordable, high quality health
care coverage and services?

* What is your single most important recommenda-

tion about how to improve health care for all
Americans?



What can you do?

1.

Learn about the issues. On the following pages,
you will learn how our health care system works and
where the billions of dollars America spends

on health care go. We have described some of its
flaws and outlined some programs that have been
started in an effort to correct these problems.

. Use what you’ve learned to become part of

the path toward action in Congress. Think about
your own experiences. Consider the tough choices
we may haveto make to balance what health care ser-
vices we get vs. how much we want to spend com-
pared to other priorities, such as education or nation-
al security. Think about health care solutions that will
work for all Americans.

3. Take action. Between now and April 15, 2006,

become involved by discussing these issues with
people you know and contacting the Working
Group at www.citizenshealthcare.gov; you can
email us at citizenshealth@ahrq.gov, or write to us
at Citizens’ Health Care Working Group; 7201
Wisconsin Ave., Suite 575; Bethesda, MD 20814.
You’ll learn about community meetings being
held around the country, and you can take about
15 minutes to answer uestions we’ve posed. Your
opinions will be turned into a citizens’ action plan
for the President and Congress to consider as they
work to make health care work for all Americans.
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I. A Snapshot of Health Care Issues in America

Every American needs health care services—for
routine check-ups and preventive care (such as flu
shots), for treating chronic conditions like diabetes,
for receiving urgent care for serious injuries or ill-
nesses, and for helping us live comfortably in our last
days of life. Our need for health care varies over the
course of our lives and can change based on our situ-
ation at a given time. We are all at risk for needing
critical and expensive care.

How well our health care system responds to our
needs for care and the costs associated with deliv-
ery of this care are subjects of much debate. There
is clear evidence that rising health care costs, unreli-
able quality, and lack of access to needed services
are key problems which must be addressed as we
work to develop a health care system that works for
all Americans.

Health care is getting more expensive—and
costs keep going up
* Costs are rising sharply—Our costs for health
care were estimated to be about $6,400 per per-

son in 2004, and are projected to increase to
$11,000 by 2014121.

We spend more now than we did in the past—
In 1960, we spent about a nickel out of every
dollar on health care in the United States. Today,
our spending has tripled to 15 cents out of every
dollar, and that proportion is expected to rise
sharply over the next ten yearsiii.

We’re making fundamental choices in our
own lives based on the costs of health care—
The need for employer-sponsored health insur-
ance to cover the high costs of medical care is
why some workers postpone retirement, why
some mothers re-enter the workplace, and why
some people decide against starting their own
small businesses.

Quality of care falls short of the mark

Many of us are benefiting from medical advances,
and are living longer, healthier, and more produc-
tive lives. However, medical care is complicated
and medical science cannot always provide solu-
tions to all our health problems all the time. In
addition, our health care system is very complex
and has many layers, including doctors, insurance
companies, and hospitals. The red tape and com-
munication barriers inherent in the system can

create hurdles for both health care providers and
for patients. Many of us receive inappropriate or
unnecessary care:
* Adults get, on average, only 55% of the recom-
mended care for many common conditions'?.

* Many unnecessary medical errors occur. From
44,000 to 98,000 deaths are estimated to occur an-
nually due to medical errorss.

Americans often face difficult decisions, such as
end-of-life care:

* Not all of the care people receive at the end of life
is effective in improving quality of, or prolonging,
life.

* We’re spending about a quarter of all health care
costs on caring for people in their last year of life{7).

* More than half of Americans say that being able
to be at home when dying is important, but only
15 percent of Americans die at home(s).

* 93 percent of those asked believe that being free
of pain is important, but only 30 to 50 percent of
Americans achieve this objectivers.

Many Americans don’t have access to health
care services

Even though our country has pioneered many major
medical developments, millions of Americans do
not have access to needed medical care. Some areas
of the country do not have enough or the right types
of health care providers to serve the population’s
needs. And more than 15 percent of Americans re-
port that they have no regular place to go when they
need health care[e).

Compounding the problem is that many people
lack insurance coverage to pay for the health care
they need. Some individuals have no coverage

at all, others have limited coverage that may not
include some important services or may require
high out-of-pocket payments before coverage kicks
in. People may also have inadequate coverage
for specific services such as prescription drugs,
mental health or long-term care. For example, no
more than 10 percent of elderly people have pri-
vate insurance for long-term carej11s].

Generally, there are two main sources for funding
for health insurance in America. Private funds consist
of payments for health insurance premiums and pay-
ments that we make directly out of our own pock-

ets when we get care. Most private coverage is pur-



chased by employers on behalf of their employees.
Public sources of funding use tax dollars to fund fed-
eral, state, and local government programs like Medi-
care and Medicaid. In addition, some people rely on
programs that combine public and private dollars.

Howeyver:

* Almost 46 million Americans have no health
insurance,' and many more have insurance with
limited benefits.

* Most of these uninsured people are in working
families, and most are in families with incomes
above the poverty line. Many people either
can’t afford to buy health insurance or choose
not to buy it[].

* Uninsured Americans are nearly eight times more
likely than Americans with private health insur-
ance to skip health care because they cannot
afford it{10). These Americans may face serious
health consequences from delaying or failing to get
timely and effective health care when it’s needed.

* A person’s race, ethnicity, and socioeconomic
status continue to be associated with differences in
the quality of care provided, the person’s access to
care, and the person’s overall health.

These problems work together to cause
serious consequences for our society

Our health care system is threatened by rising costs,
unreliable quality, and problems accessing care. These
problems are complex and interrelated, because the
entire health system works like an “ecosystem, ”where
changes made in one aspect of the health care system
can affect other parts of the system. New technologies
can improve the quality of care, but may lead to even
higher costs. Rising costs contribute to increasingly
unaffordable care. And when people without health
insurance or with inadequate benefits receive care
they can’t pay for, costs for others can increase.

Together, all of these problems affect many aspects of
our society:

* Individuals—Americans are having increasing
difficulty protecting themselves against cata-
strophic costs and are having trouble paying for
the increasing costs for even routine health care.

* Government—Increased costs are placing pres-
sure on our government’s ability to pay for other
programs. This may create a need for tax in-
creases, cuts in health care benefits, or cuts in
other public programs.

* Businesses—Higher health insurance premiums
make businesses less likely to offer comprehen-

! The estimates vary depending on whether the focus is on how many people
are uninsured at a specific point in time or for the whole year, but the bottom line is
that many Americans are uninsured.

sive health insurance to their employees. Higher
premiums also make it harder to afford insurance.
If current trends continue, employers and their
workers could experience decreasing profits and
wages because of the rising costs of health care.
Jobs are also being outsourced to other countries
as businesses strive to save money.
Exploring options
States, communities, and large health care systems
are attempting to deal with the interrelated health sys-
tem issues of cost, quality, and access. In hearings
around the country, we heard about several interest-
ing public and private sector initiatives that have been
put in place. Designing and implementing these pro-
grams requires substantial financial and institutional
support. Sustaining the efforts presents new chal-
lenges. Most of these programs are new, so we don’t
know yet how well they will work over the long-
term. And, because these programs were designed to
work in particular places, we don’t know whether the
programs would fit, or work successfully in other lo-
cations or settings.

Other programs we learned about are more narrowly
focused: some are designed specifically to control
health care costs; others focus improving the cost ef-
fectiveness and quality of health care; still others
concentrate on improving access to primary care ser-
vices or expanding health insurance coverage to a
greater number of people. Still other approaches are
aimed at improving efficiency by offering rewards
to providers for delivering cost-efficient, high-qual-
ity services, such as providing recommended health
screenings, or when a high proportion of their pa-
tients receive appropriate care for conditions such as
diabetes or heart disease.

Over time, more efficient ways of operating health
care organizations and using health information, as
well as general improvements in our health, could
ease some of the pressure on our health care system.
While investments now could reap important rewards
over time, the benefits from these broader improve-
ments will not eliminate the growing, interrelated
problems that face our health care system.

Our review of the evidence reinforces our conclusion
that we need to address the entire health care system,
not just specific problems in cost, quality, or access,
no matter how urgent they may seem from our dif-
ferent perspectives. Ideally, savings gained from im-
proving efficiency and quality in the system can be
used to make other needed changes. But no single
initiative that we have reviewed can provide all the
answers to our health care system’s problems. That’s
why we need to engage you in this discussion.



Il. Health Isn’t Guaranteed—We Are All at Risk

“I was an elementary science teacher. I ate
right, exercised regularly, and was rarely ill. I
had only fleeting contact with the health care
system. But then I got sick. I was always tired
no matter how much sleep I got. My vision be-
came blurry, and I had difficulty hearing some-
times. Eventually I was diagnosed with multiple
sclerosis, a chronic neurological disease.”

—Montye Conlan

As Montye’s story shows, you never know when
you’ll need to take advantage of health care services.
Normally, people’s use of health care services con-
sists of routine medical and dental checkups, none

of which are overwhelmingly cost prohibitive for
most Americans. But we tend to be affected by more
health care problems as we age. As individuals in

the Baby Boom generation age, the demands on the
health care system will increase substantially. If med-
ical science continues to advance, people will also
live longer and will require additional health services.

Services we all need

Some of our health care is provided in hospitals,
some is provided in physician offices, and some is
provided at home, in a rehabilitation facility or in a
nursing home. We pay for many medical and surgical
procedures and prescription drugs that are very
expensive, but we also use a lot of low-priced servic-
es and drugs.

From routine care to treating serious injuries or

illnesses, Americans need health care:

* 1 out of 5 Americans have a routine checkup at a
doctor’s office each yearfs).

¢ In 2002, over 4 million babies were born; 12
percent of them prematurely(13].

* By the time they are 3 years old, 3 out of 4 chil-
dren get an ear infection[14].

* Every year, motor vehicle crash injuries result in
half a million hospitalizations|15].

* There are 4 million visits to the emergency room
for broken bones every yearf16].

* As of 2002, nearly a third of seniors reported that
they had at least one cataract surgery[17].

e |t is estimated that over 200,000 women will
develop new cases of breast cancer in 2005. One
in every seven women will develop invasive
breast cancer before they dief1s].

We spent $1.7 trillion in 2003 on health care, much
of it falling into the following categories[19].

1. Professional health care services. These services,
such as those provided by physicians, nurses, and
dentists, accounted for about $542 billion in 2003.
This is almost one-third of all the money we
spent on health care services and supplies[191.Al-
though most routine doctor and dental visits are
not very expensive, we make many such visits.

Last year:
* 9 out of 10 children under age 18 had at least one
doctor visit.

* 3 out of 4 adults ages 18 to 64 had at least one
doctor visit.

* 9 out of 10 people ages 65 and older had at least
one visit to the doctor.

* 2 out of 3 people over age 2 saw a dentist[6].

2. Hospital services. Although the share of health
care spending going to hospitals is decreasing,
hospital care remains the second most expensive
type of health care. Hospital costs amounted to
$516 billion in 2003, even though only 7 percent
of Americans spent the night at a hospital[20].
While most of us do not need to go to the
hospital in any given year, it is usually very
costly when we do, and sometimes extraordinarily
so. In fact, the average cost of a hospital stay
in 2002 was nearly $12,000(21].

3. Prescription drugs. The amount we spend on
prescription drugs ranked third compared to our
spending on other health care services in 2003.
We are spending more of our health care dollar on
prescription drugs than we ever have in the past.
Not only are we buying more drugs than before,
but also we are spending a lot on newer drugs that
cost more[24].

The rapid increase in brand name prescription drug
prices has also contributed to our high spending.



Prescription drug use—and spending— Figure 2:

continues to increase rapidly: Spending on Key Health Services is Growing Rapidly
* About 1.3 billion prescriptions were ordered or
provided during physician office visits in 200322]. $2.500

* Also in 2003, prescription drugs accounted for
$179 billion, 11 percent of health care spending—

up from less than 6 percent in 1990[23].
.. $1,500 —
Some popular medications that used to be sold

only by prescription are now available as generics
(chemical copies), which has lowered their cost[25].

* 139 million prescriptions were ordered or provid-
ed during hospital visits in 200322].
* In 2003, spending on prescription drugs was more
than four times as high as it was in 1990[23). $2,000 —
As shown in Figure 1, prices for brand-name drugs $1.000 |-
grew three times as fast as prices for generic drugs. '
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Brand-Name Generic 4. Long-term care. More people today have dis-
Drugs Drugs abilities or chronic care needs that require long-
term care through a range of medical and social
Source: GAO. Prescription Drug Price Trends, GAO 05-104R, 2004 services. They general]y have serious prob]ems
performing basic activities such as bathing or
As shown in Figure 2, national spending for the top dressing. The services they need may be pro-
three health care services (hospital care, physicians vided in their homes, in adult day care facilities,
and clinical services, and prescription drugs) is ex- in nursing homes or assisted living facilities[26].
pected to increase rapidly over the next decade. Nursing home and home health care costs are

increasing significantly as a share of what we
spend on health care. This is a result of the fact

that the American population is living longer.
Expenditures on nursing home care and medi-
cal equipment are rarely covered completely by
public or private insurance. Americans paid out-
of-pocket for a considerable portion (about 28



percent) of nursing home care in 2003 (almost
$31 billion)[27]. Americans also paid for a wide
variety of medical equipment and other medical
supplies, totaling almost $40 billion.

Nursing home and home health care costs are

increasing:

* Almost half of people age 65 and older are likely
to receive care in a or are already doing so
nursing home at some point in the future[2s).

* Spending on home health care is projected to
more than double over the next ten years[12].

Different people, different needs

As Montye Conlan’s story at the beginning of this
section shows, Americans are always at risk of need-
ing various health care services, often when least ex-
pected. While our need for services can be unpredict-

able, a number of factors do influence both what kind

of care people need and the costs they incur for these
services. A large portion of all health care is used by

a small number of people. Private insurers and public

programs try to spread these costs to make it possible
for everyone to get care when they need it.

Age

Health care expenses are relatively low during child-
hood. In fact, only one-fifth of all lifetime health care
expenses occur during the first half of life[29]. As we
age, however, our health care needs increase, espe-
cially between ages 65 and 85:

* About half of all health care expenses in a per-
son’s lifetime occur after age 65(291.

* Medicare beneficiaries aged 65 and older are
more than twice as likely to use hospital services
as are younger adults[2s].

* The annual average expense for the care of adults
ages 76 to 84 is $8,000 —nearly eight times the
average health care costs for children ages 1 to 5
years21]. (See Figure 3.)

People need different types of health care

according to how old they are and which health

problems they have.

Ages0-5

* While most babies are born healthy, the few
babies who are born premature, underweight, or
with breathing problems must stay in the hospi-
tal for many days receiving expensive life-saving
treatment.

* Four out of five children under the age of 2 receive
all of the immunizations that are recommended.

* 94 percent of young children visit a doctor at least
once a year.

Ages 6 -17

* Over the course of a year, 85 percent of children
and adolescents go to a doctor’s office or clinic
and 1 in 5 visit an emergency room.

* About three-quarters of children and adolescents
go to the dentist each year.

Ages 18—34

* Most women who have babies are between the
ages of 20 and 34. More than 4 out of 5 mothers
get health care during the first trimester of their
pregnancy.

* At this age, men are less likely to go to doctors or
hospitals than at any other time in their lives.

Ages 35 - 54

* For every 100 people age 45 and older, there are
44 health care visits in which cholesterol-lowering
drugs are discussed, prescribed or provided.

* Seventy percent of women age 40 and over have
had a mammogram in the past two years, while
roughly half of Americans age 50 and older are es-
timated to have participated in colorectal cancer
screening.

Ages 65+

* About two-thirds of seniors get a flu shot each
year, and more than half have been vaccinated for
pneumonia at some point in their lives.

* Each year, for every 100 seniors, there are more
than 650 visits to doctors’ offices, roughly 40 vis-
its to hospital outpatient departments, and roughly
50 visits to emergency rooms.

* In addition to receiving health care at doctors’
offices and hospitals, one out of 7 people age
65 and older and one out of 2 people age 85
and older need long-term carefs, 41].



Figure 3:
A Person’s Health Care Spending Increases with Age
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health care and expensive medications over long pe-
riods of time. Health care for people with chronic

Serious and chronic conditions

Regardless of age, any of us can experience illness-
es or injuries that require serious medical attention
at any time. These ailments cost significantly more
than routine care. In any given year, close to half of
all health care spending pays for the care received
by only 5 percent of the population— those experi-
encing serious health care conditions[30].

Some of those conditions last only a short period of
time, while others are chronic, or ongoing.

In 2004, almost half of all people in the United
States had a chronic condition that ranged from
mild to severe. That year, 23 million Americans
had heart disease, 22 million had asthma, more
than 13 million had diabetes[22], 400,000 had mul-
tiple sclerosis[31], and more than 750,000 had cere-
bral palsy(321.

The ten most costly chronic conditions for adult
Americans are:

e Asthma

e Cancer

¢ Cerebrovascular disease

* Chronic back/neck problems

¢ Chronic obstructive pulmonary disease

¢ Diabetes

* High blood pressure

¢ [schemic heart disease

¢ Joint disorders like arthritis or rheumatism

* Mood disorders like depression33]

More than 39 million adults have two or more chron-
ic conditions. Managing chronic conditions can re-
quire people to change their lifestyles or even their
jobs. Serious chronic illness may require a lot of

diseases accounts for 75 percent of the nation’s total
health care costs[34].

For example, people with diabetes incurred an aver-
age of $13,243 in health care bills in 2002(35].

Alternatively, certain illnesses or injuries also require
extensive medical care, but only over a short time pe-
riod. These costs can be equally prohibitive:

* In 2001, the insurance costs for a premature
baby (defined as being born more than 2 weeks
early) averaged over $41,000 for the first year—
almost 15 times as much as for a full-term baby
($2,800)(36].

The hospital costs for the one in one-hundred new-

borns with the most serious health problems aver-

age over $400,000(371.

* The average cost for surgically repairing a torn
knee ligament is approximately $11,500(s].

Other factors

Lifestyle factors such as exercise, diet, and environ-
mental and living conditions can affect Americans’
health needs. Research suggests that race and ethnici-
ty, attitudes about going to a health care provider, and
the ability to understand health care and how to use it,
are also significant factors in determining how people
seek as well as receive health care[39, 40] .

In addition, as we discuss in other sections of this
report, the amount and type of health care services
that Americans use reflects how much people believe
they can afford, as well as the availability of doctors,
clinics, or hospitals.



lll: Sharply Rising Costs

“My husband had some complications with
his back surgery and wound up on a respi-
rator in the intensive care unit for five days,
in a neuro-acute unit for four more days.
Even though he and I both had insurance,
the 20 percent [co-insurance] of the bill was

$80,000.” s
— Chris Wright

Americans are fortunate to have medical technolo-
gies in this country that can save lives. You never
know when an unexpected illness or injury might
mean you, too, need to rely on new, cutting-edge
services. But at the same time, top-notch care
comes at a high cost, as Chris found.

In one way or another, whether through taxes,
higher prices, or lower wages, the American peo-
ple—about 290 million of us[421—supply all of the
money used to pay for health care. To have a con-
structive discussion about what changes should be
made to improve our health care system, we need to
understand more fully the flow of dollars in the cur-
rent system and why health care costs are continuing
to rise rapidly.

As you review the information in this section, keep
in mind that this story is only partly about dollars.
Health care is personal. Over our lifetimes, all of us
will interact with the health care system as patients,
relatives or friends of patients, and caregivers. We all
have a stake in preserving what works in the system,
as well as fixing what does not work.

We’re spending hundreds of billions of
dollars on health care—and the numbers
keep going up

The amount this country spends on health care is
extremely large:

* In 2003, we spent about $1.7 trillion dollars on
health care services, medical research, and oth-
er things related to health care, like running and
building hospitals, clinics, and laboratories[27].

* Almost all of that money —96 percent—was spent
on health care services and supplies.

* Our spending for health care was estimated to be,
on average, about $6,400 per person in 2004, and
this spending is projected to increase to $11,000
per person by 2014y12].

* Overall health care spending is predicted to be
$3.6 trillion in 2014. (See Figure 4.)

Figure 4:

National Health Care Expenditures to Double Over
the Next Decade
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We spend much more on health care than what
the official numbers show. Informal care-giv-
ing—care provided by family, friends, and vol-
unteers, often at no charge—does not show up
in the spending estimates:

e In 2003, around 22.4 million households had some
form of informal care-giving for a household
member aged 50 and older, and this number is ex-
pected to increase by 17 million by 2007[43].

* One recent estimate put the economic value of this
care at nearly $260 billion[44].

* Many of us are providing informal care for young-
er people with serious health care problems—care
that is not included in these estimates. Informal
caregivers often have to cut back on the time
they spend in paid jobs, which reduces their own
income and workplace productivity. Informal
caregivers also are at greater risk for develop-
ing health problems of their own because of the
stress associated with this added responsibility.



Americans are spending more on health care than
ever before:

* In 1960, we spent about a nickel of every dol-
lar of income on health care. In 2001, we
spent nearly triple that amount, spending 14
cents of every dollar on health care[i1].

* By comparison, our spending on education has
not grown nearly as much. In 1960, we spent
about a nickel out of every dollar on education
at all levels—primary, secondary, college, and
university. Forty-one years later, we had only in-
creased our education spending to seven cents out
of every dollarf11].

And every year, an even larger portion of our
federal dollar goes to health care:
* The growth in the resources Americans now put
toward health care is greater than the growth
in resources for many other kinds of goods and
services we need and use.

* If these trends continue, it’s estimated that by the
year 2020 we will spend more than 20 cents of ev-
ery dollar of our national income on health care,
and by 2040, 35 cents of every dollar. (See Figure
5.) If health care costs continue to grow as they
have, all of the growth in the economy will go to-
ward health care by 2051(451, leaving no resources
for expansions in other areas.

Figure 5:

Medicare and Medicaid Are Consuming More
of Our Federal Tax Dollar
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We all pay for health care

We are paying our growing health care bill through
sales, income, property or payroll taxes, or through
increased premium payments, reduced wages, or
when we pay higher prices for the products and ser-
vices we buy. That money is channeled through pri-
vate and public sources, including what we pay out-
of-pocket, to health care providers.

Private funding for health care

Private spending consists of what people pay for
health care, indirectly through their premiums to in-
surers or directly through out-of-pocket payments to
providers, as well as contributions made by charities
and other private organizations.

Private health insurance’s largest single expense —
39 percent of its total spending—was for profession-
al services provided outside of a hospital, such as
doctors’ visits[37].

Although private insurance typically offers some
coverage, more than a third of what people with pri-
vate insurance spend out of pocket for health care
pays for these services—mostly doctor visits and
other clinical care ($38 billion) and dental services
($33 billion). People with private insurance also
spent a lot on prescription drugs. In 2003, they spent
nearly $53 billion out-of-pocket for prescription
drugs.

Most private coverage is purchased in the group mar-
ket by employers on behalf of their employees.

In 2004, virtually all large companies offered health
insurance to their employees. Only half of the smallest
companies (fewer than 10 employees) offered it.
Increasingly, firms are requiring employees to make
contributions toward the premiums, for both single
and family coverage. In 2004, the typical employee
paid over 15 percent of the premium for single cover-
age and almost 30 percent of the premium for family
coverage, averaging $610 a year for single coverage
and $2,713 a year for family coveragef4o).

Employer health coverage is subsidized through

the federal tax system, since workers do not have to
pay taxes on compensation received in the form of
employer-provided health insurance. Premiums paid
by employers that are part of employees’ compensa-
tion are exempt from payroll taxes and from individu-
al income taxes. As a result, both employers and
employees pay less in taxes than they would if
employees were paid only in wages, and, for many
employees, there is an effective discount on their
premiums because group rates (through employers)
are generally lower than premiums for individual cov-



erage. The Congressional Budget Office estimates
that, in 2004 alone, the exclusion of health benefits
from taxation will reduce federal revenues by $145
billionf47].

The private sector also plays a critically impor-

tant role in supporting health research in the United
States. Industry —pharmaceutical, biotechnology,
and medical device firms—pays for more than half
(57 percent) of all the biomedical research conducted
here, adding up to close to $54 billion in 2003. Other
private funds, mostly foundations and charities, pay
for another 3 percent. Industry support for the devel-
opment of pharmaceuticals, biomedical products, and
devices has grown rapidly, more than doubling from
1994 to 2003 (after adjusting for inflation). Spend-
ing on research on medical devices has been grow-
ing particularly fast, increasing by 264 percent from
1994-2003[114].

Public programs

Federal, state, and local governments support a vari-
ety of public health care programs. The two largest
government programs are Medicare and Medicaid.
These programs make up a third of our total national
health spending (see Figure 6). The way these pro-
grams work affects virtually every aspect of our
health care system. Throughout this report, we talk
about ways that Medicare and Medicaid are trying to
address many of the problems facing our health care
system, including innovations to improve quality of
care and increasing access to health insurance.

Medicare is national health insurance that covers al-
most everyone in America age 65 and over, as well
as millions of people under 65 who have become dis-
abled or have developed end-stage kidney disease.

In 2004, Medicare covered about 35 million seniors,
over 6 million persons with disabilities, and 100,000
people with end-stage kidney disease[4s]. About half
of the money collected for Medicare comes from

a specific payroll tax that goes only into a special
Medicare fund, and almost a third comes from gen-
eral revenues from income and other federal taxes.
Individuals covered by Medicare also pay premiums,
which are taken out of their Social Security checks
each month. In 2005, individuals with Medicare cov-
erage of physician and other health care services paid
$78.20 per month in premiums. In 2006, they will
pay $88.50 per month ($1,062 per year), plus, if they
chose to enroll, an additional premium (estimated to
average $32 per month) for the new Medicare pre-
scription drug benefit[49].

The federal government also uses general income
taxes to pay for a large portion of the Medicaid

and the State Children’s Health Insurance Program
(SCHIP) programs. Medicaid is a national program
run by the states that provides medical assistance to
certain low income individuals and families (eligibil-
ity varies by state). In 2004, about 55 million peo-
ple were enrolled in Medicaid at some point during
the year, and almost half of them were children(so).
About 6 million children were enrolled at some point
in SCHIP in 20045, State governments also use tax
money to help pay for Medicaid and SCHIP.

Medicare, Medicaid, and SCHIP cover different
types of services for different populations. However,
all are facing increasing costs.

* Medicare’s spending on hospital care is pro-
jected to almost double over the next 10
years—from $167 billion in 2004 to almost
$325 billion in 2014. More than half of Medi-
care’s spending goes to pay for hospital care
—which is often very expensive —for its
growing population. By comparison, to the less
than a third of either Medicaid’s or private in-
surers’ spending goes to hospital carefi2, 25].

* Medicare’s spending on physician and clinical
services is also projected to more than double by
2014q12].

* Medicare’s share of prescription drug expenses
will increase dramatically in 2006, when Medi-
care Part D coverage of prescription drugs first
takes effect.

* Medicaid pays for more long-term care than any
other public payer or private insurer. As a result, a
significant portion (about 20 percent) of its expen-
ditures for health services and supplies are spent
for these types of services[25]. The number of peo-
ple age 65 and older who will use a nursing home
during their lives is expected to double over the
next 20 years, and one-quarter of those entering a
nursing home are expected to be there for at least
one year[2s].

* From 1993 through 2003, Medicaid payments
for long-term care such as personal care ser-
vices, adult day care, transportation, or skilled
nursing services more than doubled, growing by
more than $62 billion[27).

* Both Medicaid and SCHIP are covering a grow-
ing number of people, primarily poor children
whose families cannot afford health coverage(s;.

Public funds also pay for other important health care
programs, including the health care provided by the
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Department of Veterans Affairs, the Department of
Defense programs for the military (and their depen-
dents and retirees), and the Indian Health Service.

In addition, federal money is used for public health
activities such as infectious disease control and bio-
terrorism preparedness through agencies like the Na-
tional Institutes of Health and the Centers for Disease
Control and Prevention. Both state and local govern-
ments use tax revenues to pay for other health care
services, such as local clinics, public hospitals, and
prescription drug assistance.

All levels of government support medical research,

education, and training of health care professionals.

These kinds of programs do not provide services di-
rectly but still play an essential role in health care.

Biomedical research plays a particularly important
role in shaping health care in America. This research
is critical to development of medical advances and
technological breakthroughs that improve the
effectiveness and quality of medical care and thereby
prolong and enhance the quality of our lives[114].

In 2004, the Federal government spent over $33 bil-
lion on biomedical research, mostly at the National
Institutes of Health (NIH). While private industry

is the largest direct source of funding for biomedi-
cal research, the federal investment is vitally impor-
tant. The NIH budget nearly doubled in the five years
from fiscal year 1999 though 2003 after adjusting

for inflation. This was aboout 27 percent of all bio-
medical research funding for the year. The agency
provided more than $15 billion in project grants to
individual research scientists, and several billion dol-
lars more in grants to institutional research centers
around the country(119]. In addition to providing fund-
ing to researchers in universities and in industry, the
federal government also builds research programs in
the private sector by providing “seed money” that can
increase the chances that private sector organizations
will add their support to new research initiatives''*.
There is also some federal investment in evaluation
research to calculate the clinical and economic value
of new and existing medical treatments and technolo-
gies. In 2005, the federal government spent about
$1.4 billion on all types of health services and health
policy research combinedii21].

Numerous factors contribute to rising costs

A combination of factors, including how we use tech-
nology and how much we pay for health care, con-
tributes to rising costs. The prices we pay are affected
by the way the health care system is organized in the
United States.

Technology

America leads the world in medical technology
research and development. Total spending on bio-
medical research has been increasing rapidly, grow-
ing from $37 billion in 1994 to about $94 billion in
2003. Investments in research have made the United
States the global leader in pharmaceutical devel-
opment. By one estimate, about 70 percent of all
new drugs under development around the world in
2003 belonged to organizations headquartered in the
United States. This level of achievement has impor-
tant benefits for both our economy and our health
caref114].

There is no question that the products of this re-
search, such as vaccines and other drugs, and devices
used in the diagnosis and treatment of disease, save
countless lives. Our current health care system lacks
effective mechanisms for weighing the relative ben-
efits of new health technology. However, is it appro-
priate to limit this research because these new poten-
tially life-saving products are, in part, responsible for
driving up health care costs?

The way that we use technology — using many, of-
ten expensive, tests, using sophisticated equipment
and expensive new treatments— has been suggested
as a major cause of the country’s large increases in
health care costs[s3].

For example, Medicare increased

its spending for imaging services (such as magnetic
resonance imaging services (MRIs) in physician of-
fices alone by over $3 billion from 1999 to 2003(54].
While it is difficult to weigh the costs and the ben-
efits of life-enhancing technologies, the decision to
use them is often made without patients, families, or
those receiving or paying for the care fully under-
standing the possible benefits and problems that may
resultpo1].

The way we pay for care

In our fragmented health care system, there are many
ways in which we pay providers. Some ways we pay
for health care in the United States may lead health
care providers to provide more, rather than fewer, ser-
vices. For example, in fee-for-service systems, physi-
cians and hospitals are paid each time they provide a
service; the more they do for patients, the more they
get paid. At the same time, how much patients have
to pay when they use health care services may affect
their decisions about getting care.

The actual prices we pay for medical services and
supplies are also affected by how much it costs to
run health care organizations. For example, physi-



Figure 6:

Public and Private Sources Pay for Health Care, 2003

Medicare is the national
health insurance program

for people age 65 or older,
some people under age 65
with disabilities, and people
with End-Stage Renal
Disease (ESRD), which is
permanent kidney failure
requiring dialysis or a kidney
transplant.

Medicaid is a program

that pays for medical
assistance to individuals

and families who meet
certain categorical eligibility
criteria based on income,
assets (like home ownership),
and in most states, very

Out-of-Pocket payments
are made directly by people
receiving health care at the
time services are used.

Private Health Insurance
is insurance provided through
organizations not operated
by the local, state, or federal
governments. The majority
of private health insurance

is employer-based, meaning
people receive insurance as
part of their compensation
packages.

Other Private Spending

high medical expenses. |
This program is jointly
funded by federal and state
governments. Medicaid is
the largest source of funding
for medical and health-
related services for people
with limited income.

State Children’s Health
Insurance Program
(SCHIP) is operated by states.
This program allows each
state to offer health insurance
for certain children up to age
19 who are not already
insured. Each state sets its
own guidelines regarding
eligibility and services.

and other professional health care workers’ salaries
are higher than those in other industrialized coun-
tries[s6]. Other factors, some of which are discussed
below, may also drive prices higher. Whatever the

reasons, prices we pay for health care tend to be high.

The approaches we have tried to control health care
costs have not proved to be very effective. For ex-
ample, managed care, which pays providers a fixed
amount for each patient, gave doctors a strong incen-
tive to use services carefully. While managed care
seemed to reduce health care cost increases for a

Other Public Spending is made up |
of other federal programs like those
serving veterans, military and their
families, and Native Americans. State
and local programs are also included in
the percentage of other public spending.

is made up of money spent
by private organizations such
as charities, which help
people pay for health care.

*Note: Percentages may not add up to
100% due to rounding. Out-of-pocket
payments do not include premiums.
Source: Centers for Medicare and
Medicaid Services, National Health
Accounts, 2003

short time in the 1990’s, health care costs accelerated
again in part due to public backlash against managed
care’s limits on access to services[112].

We have relied on competition among providers in
the private sector to determine what prices are and
have generally not wanted to have the government
directly control prices as some other nations have.

Administrative costs

We pay for health care in a very complicated way:
different government agencies, insurance companies,
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cians and other professional health care workers’
salaries are higher than those in other industrialized
countries(s6]. Other factors, some of which are dis-
cussed below, may also drive prices higher. What-
ever the reasons, prices we pay for health care tend
to be high. The approaches we have tried to control

health care costs have not proved to be very effective.

For example, managed care, which pays providers a
fixed amount for each patient, gave doctors a strong
incentive to use services carefully. While managed
care seemed to reduce health care cost increases for a
short time in the 1990’s, health care costs accelerated
again in part due to public backlash against managed
care’s limits on access to services[112].

We have relied on competition among providers in
the private sector to determine what prices are and
have generally not wanted to have the government
directly control prices as some other nations have.

Administrative costs

We pay for health care in a very complicated way:
different government agencies, insurance companies,
and individuals all pay for part of various health care
bills. This complex system can lead to duplications
and inefficiencies, which result in higher administra-
tive costs. Patients also suffer, wasting time and un-
dergoing numerous frustrations as paperwork costs
are passed on to them.

Hospitals and doctors’ offices in the United States
often employ many workers to process bills and
payments, since the bills go to several different gov-
ernment programs and various private insurance
companies. In contrast, fewer employees are needed
for this purpose in systems where there are fewer
payers, such as the health care systems in many other
industrialized nations, because there are fewer payers
for health caref3).

The health services industry is the largest industry
group in terms of employment in the United Statesss).

In our multiple payer system, some administrative
costs are necessary for organizations to run smoothly.
Your family doctor, for example, must not only pay
for staff to process bills, medical records and other
paperwork, but also to coordinate your care with
other health care providers. Your employer, likewise,
pays for staff to manage the company’s health insur-
ance plan and deal with changes in enrollment, bill-
ing problems, and so forth. Some activities that fall
into the category of “administration” may add value
to health services. Employers may sponsor preven-
tion and wellness programs designed to increase the
effectiveness or efficiency of health care in various

ways. Insurance carriers and health plans spend part
of their budgets on developing and marketing new
products. These are part of the costs of doing busi-
ness in a competitive market.

There is no agreement on what exactly administrative
costs are or should be, and estimates of how much is
spent on them vary considerably(s71. For example, the
administrative costs for 232 Medicare managed care
plans ranged from 3 percent to 32 percent of total
costs in 1999, according to the Office of the Inspec-
tor General of the Department of Health and Human
Services®®. Administrative costs for the Veterans’
Health Administration (VHA) were 14 percent of the
agency’s FY 2004 budget(s9]. Another insight about
administrative costs can be found in the formula that
the Medicare program uses to pay physicians. It uses
an estimate of physicians’ medical practice expenses,
which include employee wages, office rent, and sup-
plies and equipment;60], as well as the costs of pro-
fessional liability insurance, to set payment rates.
Together, practice expenses and liability insurance
account for about 48 percent of Medicare’s annual
payments to physicians[é1].

About 7 percent of total national health spending in
2003 went toward administrative costs and profits of
insurance companies, plus the costs of running gov-
ernment programs, such as Medicare and Medicaid.
This does not include the administrative costs of doc-
tors, hospitals, and other health care providers[19].
Private insurers may pay about three times more in
administrative costs than Medicare{62]. However, pri-
vate insurers may use some of this money to provide
programs like disease management or consumer edu-
cation programs that government insurance does not
offer. Some experts believe, in fact, that government
programs may not spend enough on administration;
greater investment in administration might help pub-
lic programs such as Medicare be more efficient and
provide better service, reduce errors, or identify fraud
and waste[63].

Waste, fraud and abuse

One approach to reducing spending is to try to elimi-
nate waste. Sometimes we get more care than we
need because we, or our doctors, are not sure what is
best, and we would rather err on the side of caution.
(Issues related to overuse of care are discussed un-
der Quality Shortcomings.) But it is also important
to consider whether a less expensive type of medical
test can be substituted for a costly one without caus-
ing harm, or whether the price of certain services is
unnecessarily high.



Preliminary estimates for 2005 show that the Office
of Inspector General’s efforts to reduce waste in gov-
ernment health programs will recover $15.6 billion in
fiscal year 2005. In addition, audits to uncover fraud
and abuse are expected to recover an additional $1.4
billion[6s] .

We all feel the burden

Increasing health care costs affect every aspect of
our economy, from the individual level to all levels of
business and government.

Individuals

Across America, people are feeling the effects of ris-
ing health care costs in different ways:

* Problems paying for any care at all—Some
people simply can’t afford to pay for health care.
Hospitals, clinics, doctors, nurses, dentists, and
pharmacists are seeing an increasing number of
people who seek care but are unable to pay for
it®”!, People may also have to cut corners by doing
without the prescription drugs, physical therapy,
or medical supplies they need. If employees have
to pay more for their health insurance coverage
through their employers, many low-income work-
ers may turn down this coverage and instead go
without insurance, joining the ranks of the unin-
sured[701. As discussed earlier in this report, people
without insurance may postpone preventive care.
They may gamble on not getting sick or being in-
jured in accidents that might require expensive
medical care. When they do need and receive care
that they are unable to pay for, everyone from
health care providers and taxpayers to people with
insurance shoulder the costs.

* Obstacles to getting the care they need—As
health care providers spend more on medical
equipment, supplies, and personnel (including the
costs of providing health insurance to health care
workers), some reduce costs by providing less
charity care to people who can’t pay(67]. Even if
they do serve these patients, it may become in-
creasingly difficult to obtain referral and specialty
services, equipment, and prescription drugs for
uninsured patients; some people may not be able
to get the care they need[6s].

* Pressures on household finances— As a whole,
Americans spent two months’ worth of their
earnings on health care in 2003. In another 10
years, health care spending could eat up another
week’s earnings, leaving less money for housing,
food, and transportation.

Health care providers

Even with governmental support and private insur-
ance, many providers are still left with unpaid bills.
In 2001, it was estimated that people who were unin-
sured or were unable to pay the full costs of their care
used about $35 billion in services that neither private
nor public insurers paid for69].

Part of the cost is reimbursed by public programs, but
much is passed, or “shifted,” to consumers through
higher costs for services or higher insurance premi-
ums.

Businesses

Employers are finding it increasingly difficult to car-
ry the burden of offering insurance to their workers
and their dependents. As a result, they may:

* Experience decreasing profits and offer fewer
wage increases.

* Raise the prices of the goods and services they of-
fer, increasing costs for consumers.

* Ask their workers to pay a higher dollar amount of
rising health insurance premiums.

* Shift jobs overseas to decrease their labor costs.

Government

If health care spending continues at its current pace,
our national debt could continue to increase:

* Currently, 19.6 percent of all federal spending
goes toward the two largest federal health care
programs, Medicare and Medicaid. State gov-
ernments are also feeling the pressure of soaring
health care costs[4s].

« If trends continue to follow the path of the last 20
years, Medicare and Medicaid will account for
nearly 30 percent of all government spending by
2020, and about 36 percent by 2040(45].

Underlying these trends is the coming impact of the
Baby Boom generation. When all the Boomers —
people born in the two decades just after World War
II—reach age 65, the number of people enrolled in
Medicare will doublef4s]. As discussed in Section II
of this report, people are between 65 and 85 need
more health care services and incur more health care-
related expenses.

13
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IV. Quality Shortcomings

Our care doesn’t always meet medical
standards

Most Americans are generally healthy and satisfied
with their care. In 2002-2003, 85 percent of Ameri-
cans reported being in “excellent”, “very good” or
“good” health(71], and about half of Americans say
they are “very” or “extremely” satisfied with the
health care they have received in the past two years,

according to a recent national survey[72].

However, some Americans don’t always get the care
they need. In fact, adults get, on average, only 55%
of the recommended care for many common condi-
tions[2]. Examples of the percent of recommended
care that individuals receive for some common health
conditions are shown in Figure 7.

Underuse and overuse

Striking the right balance between too much and too
little care is a great challenge. Vaccines, colonosco-
pies, complete preventive care for diabetes, treatment
for depression, and medicines to prevent additional
heart attacks are all underused —that is, not everyone
who should receive these health care services actually
receives them](73-76].

On the other hand, some health care services are used
too much. Too many patients take antibiotics that will
not help them when they have colds and other vi-
ruses, some surgeries have questionable benefit, and
some physician visits are not needed[2. 77. 78].

Some medical services are used much more fre-
quently in some areas of the United States compared
to other regions of the country. This disparity may be

due to the overuse of some types of care. For exam-
ple, Medicare pays for more care per beneficiary in
Miami than it does in Minneapolis[79].

However, there is no evidence that the patients in re-
gions where they receive more care have better health
outcomes or that they are more satisfied than others
who receive less care at less costiso, s11. This means that
we may be able to get the same results using less of
some forms of health care and spending less money.

Medical errors

There are also serious concerns about safety and
preventable errors that occur in the health care
system. The Institute of Medicine has estimated that
between 44,000 and 98,000 people die every year as
a result of medical errors—that’s more than the num-
ber who die every year from car accidents or breast
cancer or AIDSP!. Studies in the states of Colorado,
Utah, and New York have all estimated that medical
errors occur in 2-4 percent of hospitalizations[s2-84].

» Some medical errors are serious enough to keep a
patient in the hospital for up to 11 extra days, and
the added expense may be as large as $57,000 per
patient[ss].

* Up to 7,000 patients die in a given year as a result
of medication errors alone(se].

Spending vs. outcomes

In the United States, we’re simply not getting the big-
gest “bang for our buck.” The United States spends at
least $1,800 per person more on health care than any
other developed country, but our health outcomes are
not always better than in the countries that spend less.

Figure 7:
Adults Receive Only Some of the Recommended Care for Many Common Conditions
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It is difficult to compare health care across different
countries, because there are factors like environmen-
tal, cultural, economic, and population differences
that can affect health and longevity. However, a re-
cent study compared health care quality in five coun-
tries that share a lot in common in cultural and eco-
nomic history (Australia, Canada, New Zealand, the
United Kingdom, and the United States). It focused
on 21 different measures, including:

¢ Survival rates for serious diseases;

¢ Avoidable health events and outcomes (such as
cases of measles, suicide, and deaths from asth-
ma); and
* Prevention efforts, including vaccination rates and
cancer screenings
While the United States scored highest on four mea-
sures of quality of care, it was ranked second or third
for 10, and last on five measures(4]. For example, the
United States was the only nation among the five to
have an increase in the national death rate for asthma
in recent years. Overall, the U.S. ranks 29th in the
world for “healthy” life expectancy, a measure that
indicates not just how long people are expected to
live, but also how much of that life span is expected
to be spent in good health(s7).

End-of-life care

The “too much, too little” challenges in our health
care system are perhaps best highlighted in end-of-
life care. For many Americans, this care can be ex-
pensive, of poor quality, fragmented, and often does
not reflect the wishes of those who are dying and
their families. As noted earlier, many Americans say
they want to die at home, but few actually do. Often,
their pain is not well controlled.

In many cases, doctors do not know with any certain-
ty when a patient is going to die; it is not always pos-
sible to plan a “good” death at homeis). However, the
problems surrounding end-of-life care reflect some of
the structural problems in the way we deliver and pay
for medical care. The American health care system is
better geared toward treating acute conditions[ss]; as
a result, many dying patients undergo medical inter-
ventions they may not need or want.

Insurance rules also limit access to the right kind

of care for the dying. For example, Medicare limits
enrollment in hospice services to those certified as
being expected to live less than six months, a prog-
nosis that is difficult to make, and which excludes
patients who may be near death for longer than this
arbitrary time frame.

Another reason the American health care system is
ill-equipped to facilitate a “good death™ is poor com-
munication between patients and doctors in the last
year of life[s9]. And, because the needs of the dying
straddle different care providers and health care set-
tings, coordinating care among hospitals, nursing
homes, home health agencies, and family members
can be very difficult. If this coordination falters, pa-
tients might be faced with interpreting different di-
agnoses, using services and processing information
on their own. In addition, there is a shortage of care-
givers, both paid and unpaid, and critical non-medi-
cal assistance, like helping patients get their affairs
in order, is often absent[90].

It has been estimated that last-year-of-life expenses
constitute 22 percent of all medical expenditures.
Changing the way that this care is delivered may
not necessarily reduce these costs, because high-
quality care that effectively manages pain and seri-
ous physical and mental impairment can be expen-
siver91], but it would be an important step in getting
better value from our health care system, and better
assuring ourselves humane and respectful assis-
tance at the end of life.

Disparities are pervasive

The American health care system gets poor marks
for ensuring quality care across racial and ethnic
lines. According the 2004 National Healthcare Dis-
parities Report, there is consistent evidence of dif-
ferences in quality of care and health outcomes re-
lated to race, ethnicity, and socioeconomic status.
The report found that, among the quality measures
evaluated:

* African Americans received poorer quality of
care than whites for about two-thirds of the qual-
ity measures used.

* Asians received poorer quality of care than
whites in 10 percent of the quality measures
used. American Indians and Alaskan natives re-
ceived poorer quality of care than whites in a
third of the measures.

* Hispanics received lower quality of care than
non-Hispanic whites in half of the quality mea-
sures used.

* People below the poverty line received lower
quality of care in about 60 percent of the quality
measures used?,

Reasons for these disparities are varied. Factors such
as education and insurance coverage are intertwined
with ethnicity and poverty. Poor communication be-
tween patients and providers can also lead to inap-
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propriate care or unfavorable outcomes. For example,
one study found that doctors were less likely to engage
African American patients in conversation, and the
tone of visits with African American patients generally
was less friendly than with white patients(92]. Because

more active participation of patients in conversations
with their doctors has been linked to better treatment
compliance and health outcomes, this could indicate
that poor doctor-patient communication may be partly
to blame for some racial disparities in health care.



V. Access Problems: Not Getting the Health Care You Need

“Hurricane Katrina has exposed another ma-
jor weakness in our health care system. That
is, our inability to assure even the basic needs
related to health care are available to indi-
viduals and families who have been displaced
from their communities and relocated all
across the country.”

— Aaron Shirley

Getting the right care at the right time is not just an is-
sue of cost. Sometimes, the greatest challenge to pa-
tients isn’t accessing good care—it’s obtaining any
care at all. Affordability is key, but other factors come
into play, including the availability of physicians and
other health care professionals, hospitals and other
health care facilities, and also people’s ability to get to
these services, and to be treated appropriately when
they get there.

Availability of services

While most Americans get health care when they need
it, the availability of services varies a great deal across
the country. Shortages of health professionals or facil-
ities can occur because there are not enough

people to support full-time medical practices, or even
if there is a large enough population, people may have
insufficient financial resources or insurance cover-
age to support providers’ practices. The lower rates
(compared to Medicare or private insurance) that state
Medicaid programs pay physicians could also limit
people’s ability to find doctors[93].

In Mississippi, for example, more than half of the
doctors are located in four urban areas in the state. In
the rest of the state, including most of the rural, low-
income areas, there are few, if any, doctors. Only 11
of 82 counties in Mississippi have enough doctors to
meet the Council on Graduate Medical Education’s
standards, and about 1 million people (one-third of the
state’s population) live in counties that are classified
as “underserved’’[94]. But even when there are doctors
and clinics in an area, people may not be able to get to
them because of physical or financial challenges.

In some areas of the country and among some spe-
cialties, medical malpractice issues are contributing

to access problems. Some doctors are choosing not to
practice or not to care for the sickest patients because
malpractice premiums and their perceived risk of be-
ing sued are higher(es]. Although malpractice legal
costs and payments represent less than half of one per-

cent of total health spending in the U.S.[64], for some
doctors, fear of malpractice suits and the high cost of
malpractice insurance are causing great concern(es).

Continuity of care and convenience

Although most Americans have a usual place to go

to for health care, more than 15 percent of us don’t.
Young adults and Hispanic Americans in particular are
less likely than others to have a usual place to go for
medical care[22]. Being a “nomad” in the health care
system can mean diagnoses are missed, chronic
conditions left unmanaged, and services duplicated,
resulting in poorer health outcomes.

People without a regular place to go for care may
rely more on hospital emergency departments (ED) for
non-urgent care. Frequent use of EDs could also signal
problems with the availability of routine health care
services in the community.
* About 30 percent of all ED visits are for problems
which are not urgent(s].

¢ Between 1993 and 2003, the rate at which Ameri-
cans used EDs increased by about 26 percent(9s].

* The rate of ED use among African Americans in
2003 was 89 percent higher than for whites but
only slightly more likely to be for non-urgent prob-
lems;9s.

* The rate of ED use among Medicaid recipients was
higher than for people with private insurance, Medi-
care, or no insurance coverage at all, and also some-
what more likely to be for non-urgent problems(s].

Another part of good access to health care services is
ensuring ease of use. Not being able to get appoint-
ments when you need them, enduring long waiting
times for visits, or not getting information about test
results can all create barriers to getting the right care.
All of these factors can contribute to disparities in ac-
cess to care, just as they can add to disparities in qual-
ity. The 2004 National Healthcare Disparities Report
found pervasive differences in access to care across ra-
cial, ethnic and economic lines:

* African Americans had worse access than whites in
about 40 percent of the access measures used.

* Asians had worse access in 30 percent of the mea-
sures used. American Indians and Alaskan natives
had worse access in about half of the measures.

* Hispanics had worse access in about 90 percent of
the measures.

* People below the poverty line had worse access to
care in about 80 percent of the measures used"..
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Millions don’t have coverage

“My son was born prematurely. He stayed in
intensive care for six weeks. We didn’t have
health insurance, so not only were we very
worried about this sick baby, but we were wor-
ried about how we were going to pay for this.
The bill was far more than what we would
make even in a year. My son, who was later
diagnosed with cerebral palsy, required 24-
hour care the entire time he was growing up
and was often very sick. I spent my days at
home with him while my husband worked at
the auto body shop. I waited tables at night to

make ends meet.”
— Deborah Stehr

For most Americans, the overriding threat to get-

ting the care they need is being able to pay for it. Al-
though most people have health insurance that pays
part of the costs of getting health care (an estimated
245.3 million people had health insurance coverage
of some kind in 2004), 45.8 million do not[52]. Af-
fordability is a powerful determinant of insurance sta-
tus for adults.

For some of us, the costs of needed medical care
could lead to financial ruin. This is partly because
an increasing number of Americans lack any type of
health insurance. In addition, an increasing number
have insurance that provides limited coverage that
increases their out-of-pocket expenses.

People who do not qualify for employer-based health
insurance or public health insurance like Medicaid
and Medicare may buy a health plan on their own
through a private insurance company. However, the
individual health insurance market is still relatively
small and premiums often are prohibitively expen-
sive (several hundred dollars a month or more). In
most states, insurers can charge more or refuse to
cover people with pre-existing medical problems.

What is health insurance?

In the United States, health insurance often covers a
blend of predictable and unpredictable kinds of health
care. As such, many people draw small amounts
from the pool of insurance dollars every year, a few
draw large amounts every year, and others draw
large amounts just a few times over their lifetimes.
It helps to think of health insurance in the same
way you think of other kinds of insurance, like
homeowners’ insurance, but there are important
differences. People know that there is only a small
risk that their house will burn down, but they buy

insurance every year so that they are protected if
the unthinkable happens.

Some health problems— for example, injuries from
car accidents or having a premature baby —do not
occur very often but can cost hundreds of thousands

of dollars when they do. Just like homeowners’ in-
surance, when a lot of people buy health insurance,
the costs for these rare, expensive events are spread
out over the large group of people who bought poli-
cies, reducing the cost to the unlucky few who actu-
ally need the help in a given year. In this way, health
insurance is a transfer of money from those who don’t
get sick or injured this year to those who do. The peo-
ple who need care vary from year to year. Most of us
will receive funding from that pool of money at some
point during our lives.

In contrast, however, some health care costs are rou-
tine and predictable, like annual physical exams or
teeth cleaning, or medicines to treat chronic diseases.
When the need for care is more predictable, people of-
ten think of insurance as a prepayment for something
they are pretty sure they will need to use on a regular
basis. If people decide to buy health insurance only
when they know they are likely to need it, the costs
can’t be spread out among policyholders, because ev-
eryone is using services, and the costs of policies can
become high.

Estimates of the number of uninsured Americans are
measured in different ways. As stated earlier, 45.8 mil-
lion Americans lacked health insurance at a point in
time in 2004521. Yet, one national survey conducted in
2004 estimated that over 51.6 million Americans expe-
rienced a spell of “‘uninsurance’ over a one-year peri-
ods], and 29 million had been uninsured for more than
a yearoe). Hispanics, non-citizen immigrants, and self-
employed adults are more likely to be uninsured over
an entire yearp]. (See Figure 8.)

People who are uninsured live in all parts of the country,
but the rate of uninsurance varies by state (Figure 9).

The likelihood of having insurance also is affected by
the following factors:

* Type of employment—The likelihood that a per-
son or family will be covered through an employ-
er depends on the kind of job the employee has and
the size of the firm in which they work. Employers
in the service and retail industries are less likely to
offer health insurance coverage. Employees work-
ing in these industries also pay more in premiums
than employees working in goods-producing in-
dustries. Only half of firms in the Mountain region
(Arizona, Colorado, Idaho, Montana, Nevada,
New Mexico, Utah, and Wyoming) offer coverage,
whereas three out of four firms in the East North



Figure 8:
Who Are the Uninsured?
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Central region (Illinois, Indiana, Michigan, Ohio,
and Wisconsin) dop7.

Even though most adults with health insurance ob-
tain it through an employer, many people who do
work are uninsured. In fact, two out of three peo-
ple who are not insured are in a family with one

or more full-time workers. Three out of four are

in families with incomes greater than the poverty
line[9]. Many simply cannot afford health coverage
when it is available, and some choose not to buy it.
(Figures 10, 11.)

Health status—Pre-existing health conditions af-
fect whether people can get health insurance and
how much they pay for it. Private insurers will of-
ten not sell to or will require very high premiums
from individuals with pre-existing health problems.
Many jobs have six month or more waiting periods
before the insurance will cover any pre-existing
conditions, and some insurance plans charge higher
rates for all care related to pre-existing conditions.

Age—Young adults are less likely than people ag-
es 35 to 54 to enroll in a health plan offered by an
employer or to work for a firm that offers onef91.
Although large employers (200 or more employ-
ees) are more likely than smaller ones to offer re-
tiree health benefits, the percentage of large firms
offering such benefits has dropped from 66 per-
cent in 1988 to 33 percent in 2005[46].

Ethnicity—Hispanics are three times as likely as
whites to be uninsuredp9].

Eligibility for public programs—One-fourth of
children in families below the poverty line are
without insurance, but only 8 percent of children
below the age of 6 are without coverage, reflecting
to a large degree their eligibility for Medicaid or
SCHIP.

Sudden changes can eliminate coverage.

Just as we are all at risk for developing sudden health
problems, it can be difficult to predict when someone
might lose their health insurance coverage. People can
lose insurance coverage for many reasons:

* A change in their firm’s benefits policy or a job
change;

* The worsening of a chronic condition or the onset
of a new illness or serious injury;

* A small increase in income or a change in marital
status, which can cause people covered by Medic-
aid to lose their eligibility.

Sometimes the very things that cause us to need ser-
vices may diminish our ability to pay for them. For
example, when people develop diseases such as can-

cer or diabetes, get into serious car accidents, or give
birth to babies who need special care, they may be-
come unable to hold a full-time job, losing employer-
sponsored health insurance as well as income.

No insurance = less care and more problems.

While most Americans are able to get the care they
need, people who are sicker, have lower income,
have less education, and who do not have health in-
surance are more likely to delay care or fail to get
care altogether because they cannot afford it10].

* In 2004, about one in 20 Americans reported that
costs prevented them from obtaining needed care,
and this proportion has been growing since 1998.

e Uninsured Americans are nearly eight times more
likely than Americans with private health insur-
ance to skip health care because they cannot af-
ford it. (See Figure 12.)

* Half (49 percent) of uninsured adults with chronic
health conditions go without health care or pre-
scription medicines they need because of cost[9s].

e Seniors who bear more of the cost of their health
care use fewer services, sometimes resulting in
poorer health[y9].

Not getting care when it’s needed can cause seri-

ous health consequences. A recent study found that,
of people who get into car accidents, those who are
uninsured receive 20 percent less treatment and are
more likely to die from their injuries than people with
health insurance coveragei100].

If you do not have health insurance and need medi-
cal care, you also may experience other problems.
Getting sick may cost you your job, and if not, you
may lose many days of work and experience re-
duced productivity. This adds to the cost burden for
our country’s health care system; for example, it is
estimated that indirect costs for people with diabetes
amount to $40 billion a year; for those with arthritis,
indirect costs are over $86 billion a yearrio1, 102].

It could be anyone—even you

Even if you do have a health insurance plan, you
might not necessarily have adequate coverage. In
general, “underinsurance” refers to the lack of cov-
erage for different types of needed care that some-
one will not purchase without financial assistance.
Common examples of services for which people
tend to lack adequate insurance include various
kinds of preventive care, mental health care,
prescription drugs, and physical therapy. Policies that

1t is very difficult to define inadequate coverage, since it reflects both a person’s
need for and ability to pay for different services. Further complicating matters, a person’s
perception of his or her ability to pay is influenced by lifestyle and values. What is offered
here is a general definition



Figure 10:
Many Uninsured Are Not Poor
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do not provide generous coverage for services that
may be expensive but very important may also be
seen as underinsurance, particularly for low-income
families. For example, a policy with a $5,000 deduct-
ible or a 20-percent co-payment could result in bills
of several thousand dollars for even a short hospital
stay, which might be difficult for a typical

low-wage worker to afford.

Figure 12:
Costs Pose Barriers to Care for Uninsured”

25%

20%

? 18.4%
0, -

o 15%
V]

10% |-
o 10% 7.4%
—
238
8 O 5% |
B 9 2.4%
22 on|
X0

Private Medicaid Uninsured
Health Insurance Coverage

Source: Centers for Disease Control and Prevention, National Center for Health
Statistics, 2003
*People under age 65

Figure 11:
Most Uninsured Are in Working Families
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And if you do have adequate health insurance,
there’s no guarantee your coverage will continue.
The millions of Americans who move in and out
of health insurance coverage each year illustrate
the fact that even those with coverage have no guar-
antee that coverage will continue indefinitely.
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VI. What is Being Done?

“I think we’ve got to watch out that we don’t
throw out the baby with the bathwater here in
dealing with American medicine.”

— Frank Baumeister

As we have discussed, there are serious problems
with America’s health care system: sharply rising
costs, unreliable quality, and gaps in access to afford-
able health care—all of which pose certain risks to
every American and the country as a whole. But as
Frank points out above, we can build on what works
well to find health care that works for all Americans.

Cost, quality, and access are not independent of
each other. Our health care system is a lot like our
natural environment—an “ecosystem,” in which
any significant change in one area has ripple effects
throughout the others.

Comprehensive approaches

In our work to date, we have heard about efforts by
states, communities, and large health care systems

to deal with the interrelated health system issues of
cost, quality, and access. The preliminary hearings
we held around the country taught us about interest-
ing examples. These are not the only examples but
they illustrate both the complexity and the challenges
involved in improving health care. Such programs re-
quire ongoing financial commitment and administra-
tive expertise across a number of organizations. Fur-
ther, the programs we heard about are new, so we do
not know yet how well they will work over the long-
term. Because these programs were designed to work
in specific localities, we do not know whether the
programs would fit, or work successfully, in other ar-
eas or communities. Nevertheless, they represent im-
portant examples of the types of initiatives we must
learn from to arrive at measures to improve the larger
health care system.

Dirigo Health. Through legislation enacted in
2003, the state of Maine is attempting to deal with
the intertwined issues of cost, quality and access.
Their plan illustrates how the issues are intercon-
nected.

To increase access, Maine has expanded its Medic-
aid program and developed a new insurance product,
Dirigo Choice, targeted to small businesses, the self-
employed and eligible individuals. Employers pay

60 percent of costs and monthly premiums and deduct-
ibles for people with incomes below 300 percent of the
Federal Poverty Level are discounted. These subsidies
are financed in large part by savings resulting from cost
control measures and from reductions in health care
providers’ bad debt and charity care.

The Maine Quality Forum functions as a quality
watchdog providing more information to citizens
about costs and quality. It also will adopt quality and
performance measures and promote evidence-based
medicine and best practices.

To control costs, capital expenditures for hospitals
and ambulatory surgical centers and doctors’

offices across the state have been put on a budget and
spending on new technology in these settings is high-
ly regulated.

Ascension Health, a large non-profit health system,
has initiated several collaborations between its part-
ners and local communities to improve care and ac-
cess for the uninsured. Twelve partnerships already
exist around the country; each works to improve ac-
cess through five steps:

1. Creating a community network to exchange
patient health information electronically;

2. Filling in gaps in the existing safety net, especially
regarding mental and dental health;

3. Improving the coordination of care for the
uninsured;

4. Recruiting physicians to voluntarily provide
primary and specialty care for uninsured patients;
and

5. Achieving sustainable funding to support these ac-
tivities. Ascension Health has already provided $7
million to these community partnerships in match-
ing grants.

Targeted approaches

We also heard about other programs that are more nar-
rowly focused. For example, some are designed spe-
cifically to control health care costs; other approaches
focus on quality improvement; and still others concen-
trate on improving access to primary care services or
expanding health insurance coverage to a greater num-
ber of people. While the goals of these programs might
complement each other, they can be quite different in
design and implementation. In addition, strategies that



lead to lower insurance costs or more insurance cov-
erage for some people might lead to higher premiums
for others, or to higher public spending.

Controlling health care costs

Several initiatives have been designed by Medicare,
Medicaid, private insurers, health plans, and employ-
ers to control system-wide costs. These strategies
work in one of three ways: by influencing the amount
of health care services we use, the types of services
we use, or the price of those services.

Although what is considered “discretionary” or “un-
necessary” is frequently subject to debate, some in-
surers limit the use of certain services, sometimes by
giving patients and doctors financial incentives to
reduce their use. The rationale behind this approach
is that some health care services are overused and do
not contribute to better health:

* Some insurance plans and employers have in-
creased the amount that patients must pay out of
pocket for care that might be considered cosmetic
or otherwise not medically necessary. The goal
is to make patients aware of the costs and enable
them to purchase their health care on a more in-
formed basis.

* Both public and private insurers have placed lim-
its on coverage for some types of medical equip-
ment, such as certain motorized chairs or scooters,
or on the number of new eyeglasses that will be
covered in a year. Limits also may be placed on
the number of nursing home beds or magnetic res-
onance imaging (MRI) machines that are allowed
in an area. Some insurers pay specific types of
providers a fixed amount for each patient indepen-
dent of the number of services used, putting pres-
sure on them to reduce the services offered.

A small but growing number of employers are chang-
ing insurance coverage in an effort to give employees
more financial stake in choosing their care. Health
savings accounts (HSAs) and other high deductible
options are prime examples. In HSAs, employees can
set aside a fixed amount of money, tax free, to pay
for their health expenses; they get to keep what they
don’t spend and use these funds to pay for health care
the next year. Both HSAs and other high deductible
health plans that do not have this savings feature re-
quire employees to pay for the first $1,000 or more
of their health care costs each year before their health
insurance covers the rest.

Because employees have to pay for all their care out-
of-pocket until they reach the deductible, they may
be less likely to use some health services. Shifting

costs to employees also means that people with more
health care needs will have significant out-of-pocket
costs. Further, if those who sign up for these high-
deductible plans are mostly healthy people with lim-
ited health care expenses, their premiums will remain
low, while sicker people in conventional plans may
have to pay higher premiums. HSAs could, therefore,
reduce health care costs for some people, while in-
creasing costs for others.

Some health plans offer financial rewards to patients
and health care providers for using less costly op-
tions that may be just as effective as more expensive
alternatives under some circumstances. Health plans
frequently require patients and health care providers
to try less costly treatment options first, moving on
to more expensive options only if they are needed.
One clear case is health plans that promote the use
of generic medicines that are substantially less ex-
pensive than the chemically equivalent brand-name
prescription drugs. As an example, the brand-name
allergy medication Allegra® can cost nearly $90 for
60 pills, but its generic equivalent sells for $38 —less
than half of the name-brand pricef10s]. In 2000, $229
million could have been saved in Medicaid spending
if generic drugs had been used more widely(10s].

To encourage people to use generic equivalents of
prescription drugs, many health plans require pa-
tients to pay smaller amounts out of their own pock-
ets for generics than for brand-name drugs. In fact,
many health plans offer “tiered” prices for prescrip-
tion medicines, in which co-payments or coinsurance
are highest for specialty drugs, next highest for brand
name drugs, and lowest for generic drugs.

Increasing efficiency: costs and quality

It is not always clear how incentives that affect cost
and payment to health care providers affect quality.
Some approaches being tried are trying to improve
efficiency by decreasing cost and improving quality.
For example, “pay-for-performance” programs pay
hospitals, physicians and managed care plans more
when they provide cost-efficient, high-quality ser-
vices, such as providing recommended health screen-
ings, or when a high proportion of their patients are
satisfied with their care, or receive appropriate care
for diabetes or heart disease[1]. Medicare has started
a pilot project in which it will pay bonuses to hospi-
tals that have the best performance in the treatment of
heart attacks, heart failure, and pneumonia, as well as
the top results for heart surgery and hip and knee re-
placements1].
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The Leapfrog Group, made up of over 170 organi-
zations and companies that buy health care, is work-
ing with its members to reduce preventable medical
mistakes by rewarding providers for improving af-
fordability, quality, and safety, and providing informa-
tion to consumers to help them make more informed
health care choices|116]. Some public and private
insurers have made performance ratings of physi-
cians or hospitals available to the public{104]. Simi-
larly, some health plans have asked consumers to pay
more in premiums or face higher co-payments if they
choose less efficient or lower-quality health care pro-
viders.

Culinary Health Fund provides health insurance
to about 120,000 Las Vegas workers who are
members of Culinary Local 226 (part of the
Hotel Employees and Restaurant Employees
International Union) as well as their families.
Employees do not pay a premium for coverage—
employers pay 100 percent of the cost. Benefits
include a free pharmacy of certain generic drugs
as well as low co-payments for physician visits,
medical services, and prescription drugs.

To control costs and provide incentives for better
quality care, the Culinary Fund has, since 2002,
rewarded physicians for providing high-quality
care through a pay-for-performance system that us-
es semi-annual performance assessments that ana-
lyzes information on 32 evidence-based quality in-
dicators, and pays bonuses to physicians who
provide high-quality care.

In addition, Culinary Local 226 and employers
work together to negotiate prices with health care
providers.

The Fund also requires that pharmacists use gener-
ic drugs whenever possible, and steers employees’
spending with tiered payment strategies for benefits
such as prescription drugs. Generic drugs have the
lowest co-pay ($5), covered brand-name drugs list-
ed in the plan’s formulary have a $13 co-pay, and
covered brand-name drugs that are not listed in the
formulary have the highest co-pay of $28.

To discourage use of emergency department (ED)
care when it is not truly needed, the plan charges

a patient making a non-emergency visit to the ED
a $125 co-pay plus 40% of the visit’s full cost. In
contrast, a true emergency visit costs the patient
only the $125 co-pay.

Incentives to improve access to care and insur-
ance coverage

States and communities throughout the nation have
tried many methods of expanding access to health
care. These often aim to help uninsured and under-
insured people get the care they need. Some com-
munities have worked on improving access to care
by increasing the supply of community health re-
sources, including community health centers, free
clinics, and community clinics. Other communities
are focusing on giving people with limited access a
medical “home,” developing programs to link pa-
tients to primary care providers who can manage
their care over time. Still other communities have
created provider pools, often called donated care
models,which spread the burden of caring for the
uninsured or underinsured. There are also various
local and regional associations that allow small busi-
nesses to buy insurance as a group to obtain insur-
ance for employees.

MetroJackson ChamberPlus. In 1996 the Me-
troJackson Chamber of Commerce in Jackson,
Mississippi created the ChamberPlus program to
assist small businesses in providing health insur-
ance to their employees. By combining small
businesses into groups, ChamberPlus was able to
negotiate much better prices for health benefits
than the businesses were able to individually ne-
gotiate for themselves.

ChamberPlus has grown from the metropolitan
Jackson area to cover 54 other localities in Mis-
sissippi. The program covers over 19,000 Missis-
sippians associated with over 1,400 small busi-
nesses. Without ChamberPlus, approximately 60
of these businesses could not have afforded to
provide health insurance to their employees.

There are several public sector strategies focusing
on increasing health insurance coverage. As noted
earlier in the report, increased enrollment in SCHIP
and Medicaid programs in recent years has been
particularly important to maintaining or improving
access for children of low-income families. Some
states also implemented parental expansion pro-
grams, opening up the eligibility requirements for
Medicaid. Other states formed insurance pools to
help people with high health care costs save money
by working together or changed the state laws to
help employers create insurance pools that can pro-
vide coverage at lower costs. A few states created
reinsurance systems, helping private insurers deal
with extremely high costs associated with some



types of illness and injuries. One state, Hawaii, man-
dates that employers provide health insurance for all
employees who work 20 hours or more per week,
and sets out specific requirements for the benefits that
have to be included in this coverage, including inpa-
tient hospital care, emergency room, maternity care,
as well as medical, and surgical care. These require-
ments have been in place since 1975[115].

The public and private sectors have also worked to-
gether to create innovative local programs. A limited
number of communities have developed and mar-
keted subsidized private health insurance products,
usually geared towards uninsured employees of small
businesses. The program called Access Health in
Muskegon County, Michigan, is an example of one
approach (see text box). Although sustainability con-
tinues to be a challenge, the Access Health model has
generated interest in other parts of the country. Six
additional states have passed legislation that would
allow similar pilots.

Access Health, established in 1999 in Muskegon
County, is a community-developed health plan
targeted to the working uninsured. The costs

of benefits provided through Access Health are
shared roughly evenly between the employer, the
employee and the community. Businesses may
participate if they are located in Muskegon Coun-
ty, have not provided health insurance for the past
12 months and have a median wage of no more
than $11.50 per hour. Annual premiums for an
adult now average $1,776, with 30 percent
provided by the employer, 30 percent by the
employee and 40 percent by the community. The
employee share for an adult is $46 per month.

The program offers all services available in Mus-
kegon County including local physician services,
in-patient hospitalization, outpatient services, am-
bulance services, prescriptions, diagnostic lab and
x-rays, home health, hospice care and behavioral
health. People with pre-existing conditions are not
excluded and do not pay higher premiums. There is
a strong emphasis on prevention with participants
having access to weight reduction programs, to-
bacco cessation services, aqua therapy and fitness
resources. Care received outside the county and
certain specialized catastrophic care such as
transplants and severe burns are not covered.

Provider reimbursement is on a fee-for-service
basis with providers contracting directly with Ac-
cess Health. The state of Michigan and the commu-
nity’s two hospitals agreed to allow Medicaid Dis-

proportionate Share funds to help finance the pub-
lic share of the program.

In 2004, 1,500 people from over 430 businesses
received Access Health benefits. Virtually all local
physicians participate in the program.

Of the businesses eligible for the program, 38
percent participated.

But while local initiatives such those we have de-
scribed are attracting national attention, it is important
to note that they are tailored to meet local needs, and
to conform to the different rules and laws that af-
fect health care and insurance in different states. This
makes it hard to predict how well even the most suc-
cessful initiatives might work in another community,
or as a model for more widespread reforms.

Longer-term changes

We have heard evidence that suggests that, over time,
more efficient ways of administering our health care
system as well as general improvements in our health
could ease some of the pressure on our health care
system. The potential savings will not solve the
growing, interrelated problems that face our health
care system. However, investments now could reap
substantial rewards in the future, in terms of more
efficient health care, or improvements in the quality
of life we all seek.

Modernizing care systems

The federal government is working with the private
sector on a major initiative to apply information tech-
nology (IT) to improve the efficiency of our health
care system. Automated and other computer order
entry systems can reduce medication errors [86, 106,
107], automated reminder systems can increase the
proportion of patients who receive appropriate health
care[108], and e-mail communications can offer health
care providers quicker access to information, clinical
advice, and test results. This public-private collabora-
tion is focusing on making it possible to safely share
medical information among doctors, clinics, and hos-
pitals located across the country[i11].

New initiatives now being tested suggest that the
benefits, including better care coordination across
settings and providers, improved communication
with patients, and reduced medication errors and du-
plicate diagnostic tests, could be substantial once the
IT advances are fully implemented. A recent study

by the Rand Corporation concludes that the wide-
spread use of interconnected health information tech-
nology systems could save the nation’s health care
system $162 billion a year. However, that would
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depend on successful development and adoption

of the new systems, and that has not proven easy

to do'"l, The costs of introducing new information
technology systems are initially high, and the orga-
nizations that have to put up the initial investment
costs, such as doctors and hospitals, are not necessar-
ily the one who harvest all the savings. Investing in

a National Health Information Network is estimated
to cost $156 billion over 5 years, and $48 billion in
annual operating costs[109]. For now, it is difficult to
predict the net effects of these new systems on health
care costs overall.

Evidence from hospitals and health care systems that
have developed programs designed to reduce medical
errors have shown promising results. For example,
having a pharmacist participate in patient rounds re-
duced preventable adverse drug reactions by 66 per-
cent, while several new formalized systems for ad-
ministering antibiotics decreased infection rates by
over 90 percent. In addition, team training in labor
and delivery reduced adverse outcomes in pre-term
deliveries by halfi110. The future and expanded use
of telemedicine could enable patients in underserved
areas to receive expert care by well-trained
specialists.

Health promotion and disease prevention

One way to reduce the amount of health care we need
might be to take better care of ourselves. For many of
us, better diets, exercise, or not smoking could reduce
the need for some kinds of health care. Nearly two-
thirds of American adults are overweight or obese!®.
Unhealthy lifestyles contribute to this statistic. Not
everyone is able to exercise regularly, but many of us
who are able to don’t. Nearly 40 percent of adults are
not physically active during their free time, and 1 in

3 high school students do not get the recommended
amount of physical activity[41]. Lack of exercise is
just one lifestyle habit that can increase the risk of
certain diseases, such as heart disease or stroke.

Programs that are appropriate for a person’s age and
physical condition can encourage physical activ-

ity, healthy eating habits, and discourage smoking.
Health plans and insurers have developed specialized
programs for people who develop heart disease, dia-
betes, high blood pressure, osteoporosis, and certain
types of cancer—some of the more costly diseases to
treat. Many employers are also sponsoring wellness
programs that help employees adopt healthier life-
styles. In 2005, almost one fourth of all employees in
private industry in the United States had some form
of wellness program available to them at work{103].

Disease prevention, which includes immunizations
and screening to detect problems early when they
can be treated more effectively, is particularly im-
portant for children, and can significantly improve
health outcomes and quality of life associated with a
variety of medical conditions.

However, because our health care system includes a
lot of different health care providers and insurers

who are often working independently of each other, it
is difficult to identify how prevention or health
promotion will affect health costs. For example,
when a health plan does a good job of helping pa-
tients with diet or exercise, or with managing chronic
conditions, the savings—from heart attacks or strokes
or diabetic complications that don’t happen—may
not be seen for many years. By then, the patients may
no longer be in that health plan (because they have
changed plans, or become eligible for Medicare, or
become uninsured). And, whether health promotion
or disease prevention programs reduce total system
costs remains unclear. If preventing disease, reduc-
ing its severity, or practicing better health habits al-
low us to live longer we still may not spend any less
than if we were less healthy and had shorter lives[117].

The road ahead

The work that the Working Group has examined
reinforces the conclusion that we need to address the
entire health care system, not just specific problems
in cost, quality, or access, no matter how urgent they
may seem from our different perspectives. Ideally,
savings gained from improving efficiency and quality
in the system can be used to make other needed
changes. Some proposed health care initiatives can
keep the amount and type of some health care servic-
es we receive the same, while controlling costs and
improving quality. But we also can see that none of
the initiatives that we have reviewed can provide all
the answers to our health care system’s problems. We
need to engage all of you in a search for broader solu-
tions. Our work is just beginning.



VIil: What Can You Do?

Clearly, it is not going to be easy to fix what is wrong
with our nation’s health care system. Understanding
how America’s health care system works is the first
step. Now it’s time to work together to find solutions
that make health care work for all Americans. We all
have much at stake—our lives, our health, the con-
tinuing success of American businesses and our sense
of shared community.

Your input will enable the Working Group to make
recommendations on which the Congress and the
President can take action.

Think about your own experiences with the health
care system, and discuss them with your friends,
family, colleagues, and neighbors. Together, consider
the tough choices we may have to make to guarantee
that all Americans have access to the health care they
need. Think about solutions that will make health
care work for all Americans.

We need to know about your concerns. We also
need your ideas about where we go from here. Let
us know what you think.

* What concerns you most about the health care
system in America today?

* What health care benefits and services should be
provided?

* How should health care be delivered?

* How should it be paid for?

* What have you seen in America’s health care
system that works well?

* What trade-offs should the American public be
willing to make in either benefits or financing to
ensure access to affordable, high quality health
care coverage and services?

* What is your single most important recommen-
dation to make to improve health care for all
Americans?

These are just some of the questions that we
need to answer. We’ll be formulating others
as we grapple with problems and solutions.

So here’s what to do next:

— Find out more about health care. Use this report to
refer back to the key facts and issues. Learn more
from the information available online at

www.citizenshealthcare.gov.

—Tell us what you think about what works and
what does not.

* go online to www.citizenshealthcare.gov
* email us at citizenshealth@ahrq.gov
* write to us at Citizens’ Health Care Working

Group; 7201 Wisconsin Ave., Suite 575; Bethes-
da, MD 20814

If possible, participate in community meetings
that we will be holding around the country.
(Go online to “Community Meetings” at
www.citizenshealthcare.gov to find one near
you).

Once we hear from you and other citizens, we
will be placing recommendations on the
www.citizenshealthcare.gov Web site for you
to review.

— And finally —please urge friends, family mem-
bers, colleagues and neighbors to participate in
this important movement. Get them involved in
making health care work for all Americans.
This is a unique opportunity —don’t miss it.
Learn, discuss, and take action.

Share your thoughts!

Between now and April 15, 2006, we need to hear
your ideas.

Go online, email or write Visit our Web site at
www.citizenshealthcare.gov.

Tell us what the President and Congress need
to hear about health care that will make the
system work for you and for all Americans.
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Appendix A: The Citizens’ Health Care Working Group

Mission

The Citizens’ Health Care Working Group is com-
prised of 14 citizens from diverse backgrounds who
were selected to represent an informed cross-section
of the American people, in addition to the Secretary
of Health and Human Services. The Working Group
was authorized by the Medicare Prescription Drug,
Improvement and Modernization Act of 2003, to de-
velop recommendations for the President and Con-
gress that will result in “Health Care that Works for
All Americans.”

The nonpartisan group is tasked with engaging the
public in a nationwide discussion of options to ad-
dress the current crisis in health care and improve
the health care system in the United States. By listen-
ing to citizens from communities across the country,
the Working Group will develop recommendations
to address runaway costs, unaffordable care, and
unreliable quality in our health care system.

Chair
Randall L. Johnson

Vice Chair
Catherine G. McLaughlin

Frank J. Baumeister, Jr.
Dorothy A. Bazos
Montye S. Conlan
Richard G. Frank
Joseph T. Hansen
Therese A. Hughes
Brent C. James
Patricia A. Maryland
Rosario Perez

Aaron Shirley
Deborah R. Stehr
Christine L. Wright

Secretary of HHS
Michael O. Leavitt
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